Working Paper Serics No. 16

DEVELOPMENT AND DISTRIBUTION

A Critique of the Cross-Country U-Hypothesis

; 4 Ashwani Saith
H "
L 6

July 1983







DEVELOPMENT AND DISTRIBUTION
A Critique of the Cross—Country U~Hypothesis

Ashwani Saith*

1

This paper questions the validity of a modern paradigm, viz., the U-
Hypothesis. The paradigm prescribes that an inverted U-Curve correctly sum-
marises the intertemporal relationships between economic growth of a nation,
and the level of inequality to be found within it: in the early stages of
growth, inequality increases, then stabilises and finally in the later
stages of growth it declines.

The U-Hypothesis has acquired its paradigmatic status only with the
arrival of the recent cross—-country studies encompassing both LDCs andDCs.
These studies follow upon the earlier basic contributions of Kuznets, whose
U-Hypothesis was a secular phenomenon derived from evidence for a few DCs.
The fundamental distinction between the secular and cross-sectional {(CS)
U-Curves 1s stressed in Section II, and Kuznets's own unambiguous views on
the matter are elicted from his seminal writings on the non-comparability of
the LDCs and the DCs in the latrer's early development phase in a general
historical context. Subsequently, in Section III, we scrutinise the major
CS U-Curve study to date, viz., Ahluwalia (1976), in some detail, and con-
sider whether the U-Curve doesn’'t really lead us into a dead-end.
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Both Paukert (1973) and more explicitly Ahluwalia (1976) attempt to
test "the Kuznets hypothesis" with cross-sectional data. The fundamental
distinction between a CS as against a time-series analysis is essentially
ignored in both these widely cited papers. Even as a casual reading confirms
that both Paukert and Ahluwalia interpret their cross-sectional results
along inter-temporal lincs. Neither is it possible to find a clear awareness
of the difference between their specification of the U-Curve as against
Kuznets' original statement which was derived from long term data on the in-
come of "the rich”. Kuznets did not hypothesisc that there was a U-curve
characterisising the income shares of the bottom 20% or 407. Thus, even if
it were possible with cross-sectional regressions to do so, neither writer
is really testing what Kuznets tested. In other words, the implication that
the €5 work is extending the application of a relationship Kuznets tested
for some developed countries to LDCs is inaccurate insofar as the focus is

on '"the poor" and not on "the rich".

* Professor of Rural Fconomics, Institute of Social Studies, Badhuisweg
251, JR 2597 The Hague, The Netherlands. 1 am grateful to Keith Griffin
and Lance Taylor for comments on an earlier draft.







Yet, the CS literature claims descent from Kuznets, and has now virtual-
ly acquired the status of a paradigm, as is evident from the opinions of re-
searchers in this field. Thus, Stewart finds comfort in the fact that
Ruznets' "3 stage interpretation of the (very shaky) evidence is consistent

with the now widely accepted interpretation of the second type of evidence

of income distribution in different countries...(which) supports Oshima's

conclusion that countries pass through 4 stages of development.....and that
inequality increases through the first 3 stages and diminishes in the fourth"
(Stewart, 1978, pp.275-6 emphasis added). Robinson (1976) refers to the U~
Curve as a ''common empirical finding” for the developed countries, and ob-
serves: "This empirical observation has also been seen in modern developing
countries - at least the increasing inequality phase - has acquired the
force of economic law'. Srinivasan (1977) is more circumspect: "it would be
wrong to interpret the curve aud the projections from it as representing
some sort of "iron law' of development” (p.15). But he still accepts that
Ahluwalia’'s 'cross-sectional result appears to confirm the Kuznets hypothes-
es" and that "it is possible to make some limited and stylised policy
simulations based on the curve'.

In view of the critique of the cross-sectional U-~Curve that we will
formulate in the following section, it might be useful at the outset to dif-
ferentiate between the CS and the secular U-Curve approaches., This is per-
haps best done by eliciting from Kuznets' own articles, his views on two
vital features: firstly, the validity of the cross-country approach; and
secondly, the possible applicability of the secular U-Curve (as observed by
him in the context of developed countries) to the LDCs of today. Let us
_consider each in turn.

With regard to the first, methodological question, Kuznets leaves his
readers in little doubt. His focus is squarely on long term changes in the
secular income distribution profile, but he realises that the necessary data
for estimating the secular income structure are not available. When observa-
tions for bench-mark years only are possible, there is the likelihood that
"even disregarding the margins of error in the data, ... transient disturb-
ances in income levels may be more conspicuous under conditions of primitive
material and economic technology (and) would affect the comparison ... made"
(1955, p.21). 1In typical style, Kuznets argues that such hazards force us

",.,.to examine and evaluate critically the data that are available;
it prevents us from jumping to conclusions based on these inadequate
data; it reduces the loss and waste of time involved in mechanical
manipulations of the type represented by Pareto-curve-fitting to
groups of data whose meaning, in terms of income concept, unit of
observation, and proportion of the total universe covered remain
distressingly vague"; (Kuznets, 1955, p.3).
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Further, it is apparent from an earlier important paper that he shuns cross-—
sectional analysis not just for lack of workable data. Pointing to the
fundamental inter—country differences with regard to size, historical heri-
tage, the timing of their industrialisation process, etc., Kuznets (1954,
p.153) calls for national studies:

"1f the emphasis is to be on similarities and differences in the
basic characteristics of the process of adoption of the industrial
system - for countries distinguished by their size, historical
heritage, and the timing of their industrialisation process - we
obviously need a variety of national studies. In these, the inter-
play among economic growth, population patterns, and social change
must naturally be the main focus of interest, Furthermore, the
periods covered should be long enough for rates of secular change
to be established without confusion with more transient changes.
[t is from such long period studies, with emphasis on the inter-
connexion of secular trends in population, in economic level and
structure, in internal political and social institutions, and in
the world scene, that we can hope to derive testable conclusions
that may be useful in understanding and dealing with problems . of
the economic growth of underdeveloped countries. The alternative
shortcuts prevalent to date - of cross-country comparisons and of
studies of population, economic, and social change, each in
isolation - have been helpful as suggesting leads but are far from
an adequate guide either to testable analytical conclusions or to
formulation of long=-term policy™.

Additionally, and in sharp contrast with the narrow econometric strait-
jacket of the CS U-Curve, Kuznets argues that "effective work in this field
necessarily calls for a shift from market economics to political and social
economy" (1955, p.28).

With regard to the second question viz., whether Kuznets' secular U-
Curve was likely to apply to the LDCs as well, Kuznets offers some explicit,
though limited insights. While granting that "the pattern of the size-
distribution of income characterising underdeveloped countries today is not
too different [rom that observed in the presently developed countries in the
1920's and 1930's, or at the beginning of the century - before the recent
trend toward narrower inequality'" (Kuznets, 1963, p.68), he points out
several dissimilaritles between the DCs and the LDCs. One set of these re-
lates to the non-equivalent positions of the LDCs now when compared with the
DCs when they were in a "comparable" situation. The pre-industrial per
capita incomes in the DCs were very much higher than those prevalent in the
LDCs today, while the latter display a much higher growth rate of population
than the DCs in their comparable phase. Furthermore, 'the large populations
of the developed countries of today are a consequence, not an antecedent of
their rapid economic growth; and at the crucial earlier stages the popula-
tion groups were small. The implication for the magnitude of the problems

involved in rapid economic growth is obvious” (1954, p.147). So even







though the LDCs income profile was superficially similar to that of the

DCs in the 1920's and 1930°'s "the future cannot be an exact repetition of
the past", and industrialisation was not likely to lead to a reduction in
inequalities along the lines of the DCs from the 1920's onwards. Kuznets
deduced this "by the absence, in these areas (the LDCs), of dynamic forces
associated with rapid growth that in the developed countries checked the
upward trend of the upper income shares that was due to the cumulative
effect of continuous concentration of past savings: and it is also indicat-
ed by the failure of the political and social systems of underdeveloped
countries to initiate the governmentali or political practices that effect-
ively bolster the weak positions of the lower-income classes’ (1955, p.24).
"Furthermore, the lower economic and income mobility in the underdeveloped
countries tends to maintain an unchanging identity of groups at both ends
of the income distribution range, and is therefore conducive to continuing
income differentials" (1963, p.36). '"One may argue that not only the wel-
fare equivalents but also the power equivalents of the same relative income
spread now a much wider range when the underlying average income is low than
when it is high: and this means that, as time goes on, the spread in econo-
mic power will perpetuate and widen still further the underlying income dif-
ferentials'" (1963, p.49). 'Furthermore, if and when industrialisation be-
gins, the dislocating effects on these societies ..... are likely to be
guite sharp, so sharp as to destroy the positions of some of the lower
groups more rapidly than opportunities elsewhere in the economy may be creat-
ed for them" (1955, p.25).

Kuznets therefore argues that the implications of the historical
specificity of the LDCs "must be faced unless we are willing completely to
disregard past experience or to extrapolate mechanically oversimplified im-—
pressions of past development' (1955, p.24). Even at the cost of being re-
petitive, it is worth emphasising the Kuznetsian position:

"Both the absolute and relative economic position, as well as the
general cast of the immediately antecedent history, of the now
developed countries in their pre-industrial phase were cardinally
different from the economic position and the immediate historical
heritage of the underdeveloped countries of today. 1t is, there-
fore, far from safe to extrapolate economic or demographic aspects
from the earlier records for the developed countries to current

and prospective levels for the underdeveloped"” (Kuznets, 1954:p151).
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In this section we will take up Ahluwalia's suggestion and accord to
his CS U=Curve the "serious, if critical, consideration' that he invites.
It is possible indeed to agree with a good deal of what Ahluwalia declares:

"The use of cross-country data for the analysis of what are essentially







dynamic processes raises a number of familiar problems. Ideally, such pro-
cesses should be examined in an explicitly historical context for particular
countries” (1976, p.307); "the difficulties inherent in this {(cross-section-
al) methodology are well known, although too often ignored. It is self-
evident that the relationships ... identified are primarily associational.
They do not necessarily establish the nature of the underlying causal mecha-
nism at work ..." (p.308);‘with regard to his central U~Curve equation, he
confesses that "the true relationship between inequality and development
must be fairly complex, reflecting the impact of a number of processes of
structural change occurring with development. Such a complex relationship
obviously cannot be 'reduced' into a relationship with a single explanatory
variable ... The resulting estimated relationships ... tells us nothing
about the specific mechanisms through which development effects the degree
of inequality"” (p.313). "Cross-section analysis should not be used to
derive general pronouncements to be applied to all cases ..." (p.331). "A
major limitation of our methodology 1s that it does not permit us £o go
beyond the simple measurement of rates of growth to examine differences in
the type of growth achieved in different situations. Since it is precisely
these differences which will determine the distributional impact of growth,
we cannot hope to provide any insight into this question by focussing solely
on the levels of growth achieved” (p.337). '"Recognising this diversity of
counlry experience is perhaps the most important lesson to be learned from
the data ... A sysltematic iInvestigation along these lines can only be con-
ducted in the context of in-depth analysis of the historical experience of
particular countries" (p.337). After listing such methodological lapses,
Ahluwalia extends his self-criticism, albeit in an appendix, to the data
utilised as well. His equation uses one explanatory variable upon which is
regressed the dependent variable. With regard to the latter, we can readi-
ly agree that "income distribution data are notoriously deficient and the
many sources of error affccting them are well known' (p.339). "The concept
of income that is relevant for the study of inequality is not easy to de-
fine uniquely” (p.339); there arc several sampling and non-sampling errors;
"the data we have are undoubtedly subject to all these limitations and the
result is that our estimates of income distribution are subject to substan-
tial measurement ervor' pp.341-2). Going even further, Ahluwalia reveals
(albeit in a footnote this time) his anxicty about his sole explanatory
variable as well. "There are major problems of comparability across coun-—
trics in using per capita GNP as a measure of the level of development.

The use of official exchange rates to convert GNP measured in domestic







currency to CNP measured in US $ introduces obvious errors since exchange
rates typically do not reflect purchasing in power parity ... Furthermore,
within the developing countries studied, the degree of understatement varies
across countries sufficiently to create a switch in per capita GNP rankings.
These results indicate that there must be substantial mcasuremeni error in
our explanatory variables'" (sic) (p.313, fn.8). In short, Ahluwalia finds
serious defects with his dependent variable, his explanatory variable, as
well as with his methodology. The reader might wonder why the matter cannot
be laid to rest just there. But unfortunately, as will be arpued Tater,
Ahluwalia's practice is not in accordance with his preaching! Tndeed,
Ahluwalia makes some rather ambitious claims for his cross—country U-Curve.

He argues that:

"...We should treat them (the cross country relationships, i.e. the
U~Curve) as 'styliged facts' which can be observed, but which still
need to be explained, by an appropriate theory. The documentation
of such 'stylised facts' is obviously not the same thing as the
development of a tried and tested theory, but it may contribute to
the development of such a theory in two ways. Firstly, the observ-
ed relationships may suggest hypotheses about the nature of the
underlying causal mechanisms at work, which then need to be further
tested and fashioned into a broader theory. Secondly, they provide
yardsticks for verifying theorics of distribution and development
by defining the observed 'behaviour' that such theories must ex-—
plain” (Ahluwalia, 1976, p.308).

Ahluwalia's empiricism is somewhat extreme. He does not offer his U-
Curve as a hypothesis to be rigorously tested, but as a 'stylised fact'
which is established beyond question. He then procecds to elevate his
"stylised fact' to a higher pedestal: all theories of growth and development
are now required by Ahluwalia to be verified against this 'fact'. We do not
wish to enter here into a discussion concerning the uses and abuses of empi-
ricism. Rather, we will concern ourselves with the more tedious task of
scrutinising Ahluwalia's U-Curve closely to check whether what he refers to
as 'stylised fact' couldn't more appropriately be described as 'statistical
illusion’,

There are three sets of statistical queries that could be directed at
Ahluwalia's estimated U-Curve: firstly, methodological doubts deriving from
lapses in the use of regression techniques on cross-sectional data; secondly,
those relating to the high sensitivity of the estimates to variations in the
size of country-~sample used; and thirdly, doubts pertaining to the weakness
of the data base, and also to the sensitivity of the results to even jsolat-

ed data variations. We will consider each in turn.







Methodological objections: Does Ahluwalia heed his own strictures

against the abuse of cross-section regression analysis? The fundamental
assumption underlying Ahluwalia's OLS regression equations is that from the
point of view of explaining the observed variation in the dependent variable
(viz., income share of the bottom x%), all cases are homogenous in all res~-
pects other than the identified explanatory variable (viz., per capita GNP)
and a random element. Thus the equation assumes that the income share of

the bottom 20% varies systematically with the level of the GNP per capita
alone, and that from the point of view of explaining the cross-country pro-
file of inequality, all initial conditions, structural features and policy
variations are of no consequence except insofar as they influence the GNP

per capita. Such an assumption is patently untenable. Srinivasan (1977,
p.14) scems to offer an escape route when he argues that "the deviation of

an individual country observation from the estimated curve should be viewed
as the effect of policies being followed as well as other relevant specific
features of that country”. However, such an interpretation of the estimated
residual term can only be called speculative. If policies and structural
features of individual countries are important influences on the dependent
variable, then these variables must be explicitly introduced into the esti-
mated equation. If this is indced done, it is quite possible that the signifi-
cance of the estimated ONP terms could be affected drastically. Unfortunately
in none of his many tables of repression results does Ahluwalia provide com-
porablo estimates for the LDC sample from which the effect of including addi-
tional relevant variables might be judged.

The more important methodological objection however stems from the im-
plicit homogeneity assumption. Ahluwalia assumes that every LDC will trans-
it along the U-Curve, its pace being dictated by the rate of growth of per
capita GNP. The present position of the DCs on the U-Curve reflects the
future positions of the LDCs of today, just as the current positions of the
LDCs represent points through which the DCs must have transited in their
past. Such a compression of the historical process into one well-trodden
U-path is somewhat naive. As was argued at length in the previous section,
the internal conditions and the international context in which the LDCs of
today cxist arc essentially different from the one in which the current DCs
developed. Additionally, the economic and political life of the LDC world
is not independent of the DC world., Thus, different cases in Ahluwalia's
cross—country regressions are not really independent of each other. Such
a dependence would make the cross-sectional exercises even more questionable.
This dependence could, of course, also be present between specific countries;

eg., it could he argued that the cases of Puerto Rico and the USA (treated







as independent observations), were perhaps too related for Puerto Rico to

be admitted as an "independent” observation into the sample.

Stability of Results: Sample Variations: We will employ as our reference

point Ahluwalia's basic U-Curve equation 1(c¢) of Table 1. This is estimated
using his full sample, comprising 60 countries of which 6 are socialist, an-
other 13 are advanced capitalist, and the remaining 41 are developing econo-
mies. The fit is reasonable, with an F-value and all estimated coefficients
significant at the 17 level, and with 597 of the variation in the dependent
variable being explained by the explanatory variables. This is the sample
to which nearly all of Ahluwalia's several tables of regression results re-
late,

The immediate issue which arises concerns the inclusion of the 6 social-
ist economies in the sample. It should be obvious that the processes which
link GNP growth to income distribution are not similar in these countries
to those which are assumed to underlie this alleged link for capitalist
economies. ''Socialism' cannot be treated as an unquantifiable variable
which exists alongside economic structures and processes which are essential-
ly similar to those deemed to prevail in the capita]ist economies, and which
must consequently be included as a "dummy" variable, As such, these 6
countries must be excluded from the sample. At the very least, the reader
should be provided with the results for the basic equations, with and with-
out the dummy variable. This Ahluwalia fails to do. He does admit that
"the ﬁz‘s for the equations estimated from the full sample are much higher,

but this 1is to some extent due to the fact that the inclusion of socialist

countries in this sample adds substantially to the intercountry variance in
income shares and the dummy variable for these countries also 'explains’
most of this added variance" (p.313, emphasis added). Ahluwalia's failure
in making the comparison referred to permitsa serious misreading of his re-
sults. If the full 60 country sauwple is used without the dummy variable
for the 6 socialist countries, the §2 drops to zero! (see Table 1, Equation
I b). The correct procedure is to drop the 6 countries {rom the sample al-
together; when this is done, the §2 drops (from its original value of 0.57)
not "'to some extent"” but drastically to 0.18, as Equation 1l b of Table 1
shows. Although the estimated coefficients still remain significant, one
cannot any more place much reliance in the model as less than a fifth of the
total variation is explained; it is quite possible that if other relevant
variables were included in the equation, the GNP variables would lose sig-
nificance. Yet Ahluwalia relies on the full 60 country sample. In fact

these results form the basis for his more recent and extended contribution.







The second objection arises from the inclusion of both the DCs and the
LDCs in the same sample. 1t has already been argued at length that the con-
text in which the LDCs have to struggle towards development is fundamentally
different from that in which the DCs developed in the past. So, even apart
from the structural differences between countries in the different groups,
it cannot be assumed that the LDC group could, or will, tread the same path
as the DCs. Indeed, one could even argue that the DC group's U-Curve was
assisted by the availability of colonies (the erstwhile LDC group). In this
sense, the observations for the two groups of countries could not strictly
be held to indebendent of one another. Indeed, this statement is certainly
compatible with the evidence presented, where all the LDCs are ranged on
the descending leg of the U, and all the DCs are ranged on the ascending one.

On the basis of our line of argumentation we have re-estimated the U-
Curve using only the 41 1.DC sample. (See Equation III in Table 1.) It will
be noticed that while the estimated coefficients retain their statistical
significance, their values alter substantially, whereas the §2 remains at
nearly a third of the level of the full sample that Ahluwalia utilises. The
fit hardly inspires confidence.

Let us now examine the 411.DC sample results a little more closely, and
sec how sturdy even Kquation 111 is. For easy reference this equation is
repeated as Fquation 1 in Table 2 which also summarises the results for the
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I.DC sample. Firstly, comparing Equations [ and IV, we find that the exclus-
ion of just Chad reduces the ﬁr to a paltry 0.15, and lowers the F-statistic
to 4.40 Implying a reduction in the significance of the fit from the 17 to
the tevel of 5%, Chad is the poorest country in Ahluwalia's LDC sample.
Secondly, we re-estimated the basic equation dropping the 4 richest LDCs,
viz., Puerto Rico, Argentina, Chile and Spain, We have already argued that
Puerto Rico cannot be taken seriously as an independent observation: nor can
the inciusion of Spain in the LDC group be justified. So in Equation VI.b

we are cffectively dropping the poorest (Chad) and the two richest (Argen-—
tina and Chile) LDCs from a 39 country sample, i.e. Ahluwalia's 41 LDCs ex-
cluding Spain and Puerto Rico. The result is dramatic: neither coefficient
in Ahluwalia's quadratic turns out to be statistically significant even at
the 5% level. 1t turns out that Ahluwalia's quadratic fit, and hence the U-
Curve, are the products of a few outliers, and if these are excluded from
the sample, the U-Curve fades into insignificance. But Equation VI.a also
shows that the better fit is provided not by the U-Curve but rather by the
[.-Curve.

There are several other inconsistencles in Ahluwalia’s argument. For







10

instance, from his full sample, Ahluwalia (1976) finds that the "turning
point” (after which an increase in (NP per capita generates a reduction,
rather than an increase in relative inequality) for the bottom 207 is

US $593, whereas from the fully articulated equation that he presents for
the same sample, the point is shifted to US $1454., A little further in his
paper, Ahluwalia states that the worsening in relative inequality occurs
over the $75-$750 range. The bottom 20% can have greater hope if we can be-
lieve in Ahluwalia's 41 LDC quadratic equation where they have to wait only
till their country's GNP per capita rcaches $381. In one crucial sense,
this ambiguity is obviously convenient for as it shelters the number games
from being seriously damaged through any verification of the implications of
his U-Curve. But, we should expect that for countries on the rising section
of the estimated cross-country U-Curve, an observed increase in GNP per ca-
pita should lead to a reduction in relative inequality. This proposition
can be tested, albeit crudely, by the use of such short and medium time-
series data as are available for some countries. On this test, the U-Curve
hypothesis performs poorly as Ahluwalia himself notes elsewhere (Ahluwalia
et.al.,, 1979, p.310). There, Ahluwalia (1979) uses a 36 LDC sample, the
rich sub=-group of which comprises 16 countries "all of which are past the
turning point estimated from cross-country data, (but of which) only Taiwan
shows some evidence of experiencing the second phase of the Kuznets Curve',
This further undermines the U~Curve, and adds credence to the possibility
that real relationship for the LDCs could be an 1.-Curve rather than a U-

Curve.

Stability of Results: Data Variations: Variations are possible for the in-

come variable, or for the inequality variable, or for both. With regard to
the income (GNP per capita) variable we have already noted the basic problem
of comparisons across countries using national official exchange rates. The
inequality variable is also fraught with conceptual and measurement problems,
as Ahluwalia himself realises. So in the following few paragraphs, we will
focus attention on a major shortcoming of the data which Ahluwalia appears

to have overlooked (see also Nugent, 1983). Throughout his paper, Ahluwalia
refers us to the income share of the top 207 or 407 etc. without being con-
sistent with regard to the entity to which this percentage is to apply. Is

it 207 of the population, or households, or labour force? To answer this
question we have used Ahluwalia's data source, viz., Jain (1975) for tabulat-
ing the type of coverage of the data for the LDC sample of 41 countries,

For each case, we have to choose between the type of coverage, i.e. popula-

tion or income-recipient etc., as also the year to which the observation
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relates. Of course, measurement errors would exist in all cases, but
Ahluwalia presents no selection criterion for choosing the type of coverage.
Neither is his choice consistent, for his 41 LDC sample uses at least 7
distinct types: 19 observations use households at the national level; 7 use
the national income-recipients; 5 use national population; for Uganda the
distribution refers only to African male employees; in Guyana to national
level households but excluding "self-employed persons in the high income
bracket", and for Taiwan, the category used is not divulged and an independent
source 1s used though national household distributions are available for 5
points between 1953 to 1972 in Ahluwalia's prime data source, Jain (1975).
The same quick-fix approach to the data base is displayed in Ahluwalia
(1979) where for a 36 country sample of LDCs, Ahluwalia has prime observa-
tions for 25 countrics displaying 4 different types of coverage. The origin
of the other 11 is more bizarre: for 3 countries for which the income dis~
tribution data was not available, Ahluwalia generates his data from the
Kuznets curve; the same procedure is adopted for another 7 for which Ahlu-
walia regards the original data to be unreliable; and incredibly for Iran,
for which no data were available, Ahluwalia finds it acceptable to assume
that the Venezuela distribution provides an acceptable substitute!

How sensitive are the results to the type of coverage? Given constraints
on time and resources, we conducted some limited re-runs of Ahluwalia's U-
Curve Lo investigate this issue. The results are presented in Table 3. In
Bquation Li, we have used income-shares and GNP per capita data for Pakistan
for the year 1970~71 relating to the population rather than for 1963-64 for
households as in Ahluwalia's ecquation. The basic source for our alternative
data for lakistan (as also all other variations below) is the same as Ahlu-
walia, viz., Jain (1975). The result is a noticeable weakening in the good-
ness of [it. Using alternative data for half dozen countries, we get Equa-
tion Vb, where the EZ is reduced to 0.10 and the significance of the esti-
mated cocefficients is also cut. [furthermore, using the F-statistic as a
criterion, thereare prounds for preferring IVa and Va to IVb and Vb, though
this is not a scrious choice when just about 107 of the variation is being
explained.

Neither can we accept Ahluwalia’s reasons for not including multiple
obscrvations for individual countries where data for the same type of cover-—
age were available tor different Lime points. Ahluwalia says "adding more
than one observation for some countries would give too much weight to par-
ticular country cxperience” (p.339). But a fundamental and inescapable

premise of his methodology is that all countries are similar in terms of ex-—
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plaining variations in income inequality except with regard to the GNP per
capita. Hence, multiple observations on the same country cannot be deemed
to bias the sample.

What then is left of Ahluwalia's elevated "stylised fact" that against
which all theoretical explanations were to be tested? The story is teld bald-
ly by Equation VIb of Table 2 and kquation Vb of Table 3. As a paradigm, the
cross=country U-~hypothesis is arguably more of a hindrance than an aid to our
comprehension of the relationship between economic growth and income distri-

bution. It obfuscates more than it clarifies.
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Table 1: Ahluwalia's Kuznets-Curve Re-examined
Case | Step | Constant |Socialist | LN (GNP {1n GNP iz F N Sample
Dummay Per Capita) | Per Capita)
Variable
) a 1.94 0.1742 ~0.01 0.45 |60 | Full Sample
(0.67)
b 14.70 -3.3035 0.2723 -0.001 0.98
(1.16) (1.23)
c 27.31 5.595 ~-7.3677 0.5672 0.57 24,27
(8.28) (3.71) (3.73)
11 a
Full Sample
b 27.10 ~7.2875 0.5690 0.18 6.96 54 Without Social-
(3.72) (3.73) ist Countries
11l a 7.77 ~0.5842 0.05 2.95 41 LDCs only
(1.72)
b 46,09 -14,3364 1.1280 0,21 6.42
(3.16) (3.04)
Table 2:  The Sensitivity of the U~Curve to Sample Variations
- B
Case Step Constant IN (GNP (LN GNP r2 g N Sample Countries Excluded
Per Capita) Per Capita) P From Sample Used
1 a 7.77 ~0.5842 0.05] 2.95 1} 41 | LDCs only | None
(1.72)
b 46 .09 ~14.,7664 1.1280 0.21 6.42
(3.16) (1.04)
I a 9.29 -0.8732 0.12 ] 6.05{ 39 | LDCs only 1. Puerto Rico
(2.46) 2. Argentina
) 43,72 ~-13.4493 1.1303 0,21 6.15
(2.51) (2.35
111 i 10.73 ~1.1501 0.19 9.52 37 | LDCs only 1. Puerto Rico
(3.09) 2. Argentina
b .72 ~10. 7581 0.8751 0.22 | 6.15 2‘ gm@e
(1.73) . Spain
1V A 6.86 047347 0.01 1.55 1 40 LDCs only 1. Chad
(1.25)
b 19.45 -13.2126 1.2220 0.1y 4,40
(2.1 (2.65)
v a 8.138 0,722 0.07 3.88 38 | LDCs only 1. Chad
(1.97) 40. Argentina
b 19.45 11,9880 1.0063 0.14 | 4.03 41. Puerto Rico
(2.09)
Vi a Y. 84 -0.999 0.14 6.67 36 LDCs only 1. Chad
(2.58) 38. Spain
b 31,25 -8.8592 0.7115 0.15 | 4.08 39. Chile
(1.34) (1.19) 40. Argentina
: 41. Puerto Rico
Vil a 9.78 -0.89137 0.12 5.86 37 LDCs only 1. Chad
(2.42) 38. Spain
XY, -9.7807 0.7981 0.15 | 4.14 40. Argentina
(1.04) (1.49)
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